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Accountability of Australian Nonprofit 
Organisations: Reporting Dilemmas 
 
ABSTRACT 
 
As the boundaries between the nonprofit sector, the government and the for-profit sector become blurred, 
the nonprofit sector is being subjected to pressures to conform to the accountability practices of the other 
two sectors. The response of nonprofit organisations to these pressures may mean that the sector is in 
danger of losing some of the attributes that have long been asserted as the special contributions that 
nonprofit organisations can make to both the delivery of public goods and to a more inclusive and 
participatory civil society.  
This paper uses institutional and legitimacy theory as the theoretical lens to examine the disclosures 
contained in the annual reports of four nonprofit organisations. Using this approach, the paper identifies the 
ways in which the preparers of these annual reports respond to the pressures to be perceived as more 
accountable.  
The research finds support for the view that some nonprofit organisations are responding to the pressure to 
be more accountable by adopting the for-profit/competitive market approach whilst others are adopting the 
public accountability practices of the government sector.  
The paper argues that whilst the adoption of such practices and philosophies might improve perceptions of 
improved accountability, such practices may have some deleterious effects upon the preparedness of 
members, supporters, volunteers and donors to participate in institutional environments that are perceived 
to be professionalised and increasingly technocratic. 
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Introduction 
 
Nonprofit organisations are increasingly being used to deliver services to the public (Industry Commission, 
1995). It is often argued they have two advantages over either the government or the for-profit sector in the 
provision of public or semi-public goods.  First is the reduction in transaction costs to government when 
nonprofit organisations are used for service provision. The non-distribution constraint and the altruistic 
motives of nonprofit organisations provide an environment of trust where otherwise the costs to 
government of monitoring the quality and rationing the quantity of the public goods to be provided would 
be too great (Salamon, 1997; Gronbjerg, 1997; Steinberg, 1997). Second, nonprofit organisations are said 
to be able to monitor the quality of the public goods or services in those circumstances where it is difficult 
and costly for the consumer to do so (Hansmann, 1980; Ben-ner, 1986). Consequently, it is argued that in 
these circumstances the active participation of consumers of, and contributors to, the production of these 
goods and services helps to assure the quality and quantity of services (Hansmann, 1980; Ben-ner, 1986). 
Almost as a by-product of these processes, levels of trust and participatory democracy are said to be 
improved in the community in which these nonprofit organisations operate (Putnam, 1993; Fukuyama, 
1995). 
 
As the boundaries between the nonprofit sector, the government (public) sector and the for-profit 
(commercial) sector in Australia have become blurred, the nonprofit sector is faced with increasing 
demands to become more accountable (Industry Commission, 1995; Parker, 2001; Charity Definition 
Inquiry, 2001).The calls for increased accountability may be linked to the growing size and importance of 
the nonprofit sector in the Australian economy. In 1996, it was estimated that the sector contributed 5% of 
gross national product (Lyons, 2001). Calls for greater accountability may also be linked to the significant 
level of governments’ use of the nonprofit sector to deliver a range of services in the community (Industry 
Commission, 1995). In 1998-99, the Queensland Government grants and subsidies to Queensland nonprofit 
organisations totalled $3.5 billion or 15% of the State’s projected outlays (Office of Economic and 
Statistical Research, 1999).  An outcome of this emphasis on accountability brings with it an increased 
expectation of public policy measures to ensure that the scarce resources available to the sector will be 
allocated efficiently and effectively to produce the desired results. Moreover, the development of 
“government as purchaser – nonprofit as provider” constructions of the relationship between governments 
and the nonprofit sector is likely to increase the demand for information about performance (outputs and 
outcomes) to facilitate comparisons of costs and effectiveness. Government funding agencies are 
themselves being required to be more accountable for their third party funding agreements (Auditor 
General of Western Australia, 2000; Queensland Treasury, 2000). 
 
However, the drive to make nonprofit organisations more accountable may also generate other unintended 
consequences. Will the need for greater accountability lead to increasing professionalisation, the 
development of larger administrative and bureaucratic structures to respond to these requirements? Will the 
development of these technocracies drive away the active participation of the traditional constituencies of 
non-expert members, supporters, volunteers, and donors? The financial and social costs of more rigorous 
accountability regime need to be considered. 
 
The primary vehicle used to demonstrate accountability for public companies, government entities and 
many nonprofit organisations is the annual report (Guthrie and Parker, 1990; SSCFPA, 1989). Annual 
reports not only provide useful information on which the users of the disclosures can make decisions, they 
also are an important means of winning acceptance and a reputation for competence for the entity and the 
management (Gray et al, 1995). Since the preparer is concerned to legitimise the performance of the 
organisation in the perception of the audience of the annual report, the preparer will allocate space for the 
issues that are, in the preparer’s perception, matters of importance to the audience (Wiseman, 1982). An 
examination of the contents of an annual report can therefore provide a window into what is deemed to be 
important by an organisation.  
 
In this exploratory research, the annual reports of four Australian nonprofit organisations are examined to 
identify the underlying influences that shape the way in which these organisations respond to the demands 
placed upon them to be accountable. In spite of the fact that there is an extensive literature on annual 
reports of private and public sector bodies (see for 
example Brown and Deegan, 1988; Deegan and Gordon, 1996; O’Donovan, 2000; Ryan, Dunstan and 
Brown, 2002) little is known of the use nonprofit organisations make of their annual reports in their efforts 
to be seen to be more accountable. 
 
The paper proceeds as follows. The next section describes the theoretical framework, which assists in the 
identification of the systemic influences that help shape the voluntary disclosures in annual reports. The 
following section explains the research methods used, details the data collection and analysis methods, and 
briefly describes the four nonprofit organisations that have been used for this case study. Included in the 
method section is a brief description of those aspects of the institutional environment which impact on 
disclosure. The paper concludes with a discussion of the findings and the policy implications of the study. 
 
Theoretical Framework 
 
This paper applies institutional theory to understand and explain the influences driving the contents of the 
annual reports of nonprofit organisations. Institutional theory is concerned with exploring the way an 
organisation relates to its environment, and its reasons for adopting certain structures, cultures, routines, 
and practices (Scott and Meyer, 1994). The theory posits that organisations are subjected to pressures from 
the broader social setting in which they operate (Meyer and Roman, 1977). The structures and practices 
adopted reflect the vested interests in organisations, how they have been created and how organisations 
have adapted to their environment (Selznick, 1957). Thus, institutional theory explores how organisational 
structure, behaviour and practices are moulded by cultural, political and social forces that surround entities 
(Fogarty, 1996). 
 
The theory is predicated upon a central tenet of legitimacy, where organisations ensure their survival by 
being viewed as competent and acceptable (DiMaggio and Powell, 1983; Covaleski et al, 1993). 
Organisations find value in compliance with institutional expectations, because through such compliance 
they receive the prestige, stability, access to resources and social acceptance they require in order to survive 
(Oliver, 1991; Meyer and Roman, 1977) Thus, institutional theory operates in interorganisational fields that 
are characterised by the pressing need for social legitimacy. These environments dictate that organisational 
survival is dependent upon some form of conformity to prevailing values or standards for appropriate 
behaviour (Fogarty,1996). Because of this, there is a tendency for organisations within a particular 
organisational field to become similar in structure and practices. DiMaggio and Powell (1983: 149) used 
the term ‘isomorphism’ to describe “a constraining process that forces one unit in a population to resemble 
other units that face the same set of environmental conditions”. This process, known as institutional 
isomorphism, leads to organisational homogeneity (DiMaggio and Powell,1983; Covaleski et al, 1993). 
 
Institutional theorists declare that regularised organisational behaviours are the product of ideas, values and 
beliefs that originate in the institutional context (Meyer and Roman, 1977; Meyer et al, 1992; Zucker, 
1988). To survive and ensure organisational success, organisations must accommodate institutional 
expectations, even though these expectations may have little to do with technical notions of performance 
accomplishment (D’Aunno, et al, 1991; DiMaggio and Powell, 1983; Scott, 1987). As Meyer and Roman 
(1977: 352) argue, success and survival go beyond “efficient coordination and control”. Thus, as an 
example, the contents of a nonprofit annual report may be such, not because those contents are the most 
efficient and effective, but because that form is defined as the appropriate response to institutional 
pressures (e.g. pressures from regulatory agencies, such as the state and the professions), and pressures 
from general social expectations and the actions of leading organisations. 
 
Institutional researchers (see DiMaggio and Powell, 1983; Covaleski and Dirsmith, 1988; Scott, 1995) have 
identified three elements of institutional pressures that tend to drive similarities in organisational practices: 
coercive isomorphism; mimetic isomorphism; and normative isomorphism. 1 
Coercive Isomorphism 
 
Coercive isomorphism is the first and perhaps the most obvious type of institutional element. Coercive 
isomorphism as espoused by DiMaggio and Powell (1983: 150) results from both the formal and informal 
pressures exerted by other organisations on which organisations are dependent and by cultural expectations 
in the society in which the organisations operate.  
 
The most obvious examples of formal pressures are those that are applied through the regulative processes 
which involve the capacity to establish rules, inspect or review others’ conformity to them and, as 
necessary, manipulate sanctions (i.e. rewards or punishments) in an attempt to influence future behaviour 
(Scott, 1995: 35). These processes may operate through diffuse, informal mechanisms, or they may be 
highly formalised. Informal pressures may include conformity to those organisations deemed important or 
highly influential. This may be compliance with, or adherence to, best practice. 
 
Organisations gain and maintain legitimacy by conformity with these rules and regulations (DiMaggio and 
Powell, 1983). Legitimate organisations are those established by and operating in accordance with relevant 
legal or quasi-legal requirements (Scott, 1995). 
 
 
Mimetic Isomorphism 
 
The second element, mimetic isomorphism, identified as the cognitive pillar, derives primarily from 
standard responses of organisations to uncertainty (DiMaggio and Powell, 1983). Legitimacy comes from 
adopting a common frame of reference or definition of the situation (Scott, 1995). That is, through reliance 
on established legitimised procedures, organisations obtain legitimacy and thus survival (DiMaggio and 
Powell, 1983). DiMaggio and Powell (1983) provide that organisations tend to model themselves on, and 
imitate the practices and policies of those organisations perceived to be more legitimate and successful. 
This process will occur especially in times of uncertainty, where organisational technologies are poorly 
understood, goals are ambiguous or generally when environmental conditions create symbolic uncertainty. 
Scott (1995) contends that the underlying logic is one of orthodoxy. Organisations seek to behave in 
socially acceptable ways that are conventional and will not cause the organisation to stand out or be noticed 
as being different. 
 
 
Normative Isomorphism 
 
The third and final element or pillar identified as making up or supporting institutions is normative 
isomorphism. While regulatory institutional influences are easily identifiable, normative influences are less 
easily identifiable. Normative influences refer to the shared norms of organisational members – that is, 
those values that may be unspoken, or expectations that have gained acceptance within organisations. This 
element emphasises “the stabilising influence of social beliefs and norms that are both internalised and 
imposed by others” (Scott, 1995).  
 
Normative elements of the institutional environment pertain to the cognitive similarities introduced by 
similar training, career paths and conceptions of the professions (Levitt and Nass, 1989; Dobbin and 
Sutton, 1998; Galashiewicz, 1985). DiMaggio and Powell (1983) argue that those who reach the top of 
their professions are virtually indistinguishable. Furthermore, the more highly professionalised a workforce 
becomes, in terms of academic qualifications and participation in professional and trade associations, the 
greater the extent to which that organisation would become similar to other organisations in the field. 
 
Organisations gain legitimacy through individuals using and adopting the norms of their professions. 
Professionals are influenced by the values their profession espouses in terms of the legitimacy the 
professionals gain for themselves as well as the status this brings to the organisation. Organisational 
legitimacy in a normative conception is thus based on deeper moral values. Normative controls are more 
likely to be internal, “with incentives for conformity likely to include intrinsic as well as extrinsic rewards” 
(Scott, 1995: 47). 
 
Using this theoretical lens the contents of the annual reports of nonprofit organisations are examined to 
determine the influences on preparers of annual reports to respond to the pressures to be perceived as more 
accountable. The next section details the methods employed in the paper. 
 
 
Research Methods 
 
This paper adopts a case study approach to the exploration of the contents of annual reports. The case study 
method is widely used in both quantitative and qualitative research in order to explore previously 
unexplored phenomena and as a means of testing new applications of established theory (Neuman, 2000).  
The advantage of the case study approach is that it allows an in-depth analysis of one case or a comparison 
of material between cases. 
 
Data Collection 
The annual report in the private, public and nonprofit sectors is widely regarded as “the only 
comprehensive statement of stewardship available to the public” (Boyne and Law, 1991: 179). The value of 
the annual report in a system of accountability, rests in the provision of a wide range of summarised, 
relevant information in a single document. This form enables all stakeholders to obtain a comprehensive 
understanding of an organisation’s objectives and performance in financial and non-financial terms. Coy, et 
al (1997) assert that no other single source of such information is available to all stakeholders on a routine 
basis. 
 
The annual report is easily accessible and produced regularly. In preparing an annual report, management 
makes choices about the issues and social relationships that they consider sufficiently important or 
problematic to address publicly. Because management exercises editorial control over the contents, annual 
reports are widely recognised as the principal means for corporate communication of activities and 
intentions (Wiseman, 1982). It is for these reasons that they have been widely used in research. Their 
content therefore tends to represent a ‘window’ into “the world of corporate concerns in microcosm” 
(Neimark, 1992:100–1). 
 
There are two main approaches to measuring disclosures in annual reports. The first approach is the use of 
disclosure indices which calculate an index score as an indication of the extent of disclosure of certain 
preselected items (Marston and Shrives, 1991). Those items are usually selected by prior research and 
empirical analysis. Items in the index can be weighted to take into account that some items might be 
considered more important than others. The method has been in wide use since the 1960s, and has persisted 
over time despite the acknowledged deficiency that it can be subjective (Marston and Shrives, 1991). The 
second approach is by content analysis, which is a method of codifying the content of text or a piece of 
writing into categories based on chosen criteria (Weber, 1985). This method is often applied to a particular 
disclosure, for example social and environmental disclosures, and conclusions drawn about the importance 
of the item using these disclosures as a proxy. 
 
In this exploratory research, the contents of the annual reports of four nonprofit organisations are examined 
using content analysis in order to classify the contents and to obtain quantitative data on the allocation of 
space by disclosure classification. Content analysis can be undertaken by using ‘latent’ text analysis or 
‘manifest’ text analysis. 
 
‘Latent’ text analysis is concerned with an analysis of the underlying themes, moods, attitudes and 
philosophies evident from the text. This method can provide qualitative data on the information contents in 
annual reports. ‘Manifest’ text analysis is concerned solely with the text and graphics themselves (Neuman, 
2000). It provides quantitative data on space allocation. Because of the exploratory nature of this research 
both latent and manifest text analysis methods are used in order to fully explore the contents of the annual 
reports. Latent analysis is used first to classify the disclosures in annual reports into “clusters of themes”, 
and then manifest text analysis is conducted, using these clusters to obtain quantitative data on the 
allocation of space in these annual reports. 
 
Since the theoretical lenses used in this research are concerned with waht influences disclosures in annual 
reports, it is first necessary to identify those mandated disclosures in the annual reports of nonprofit 
organisations imposed by the institutional environment in which nonprofit organisations operate in 
Australia. 
 
Institutional Framework 
 
Disclosures in the annual reports of nonprofit organisations may be voluntary or mandated. As a general 
statement the main mandated disclosures occur in relation to the financial statements contained in the 
annual report. These mandated disclosures are summarised below, and arise due to the forms of 
incorporation of nonprofit organisations.2 
 
• The Australian federal government administers the Corporations Act 2001 and therefore regulates those 
nonprofit organisations that are incorporated under that Act. The provisions of the Corporations Act 2001 
related to disclosures in annual reports may appear lengthy. However, they primarily relate to financial 
disclosures (see Sections 295, 299 and 300). 
 
• The state and territory governments regulate Incorporated Associations and the provision of these separate 
pieces of legislation and regulation vary from jurisdiction to jurisdiction (Sievers, 1996). Although the 
State and Territory Incorporated Association laws do not contain provisions requiring the publication of 
annual reports as such, all require the publication of annual financial statements that could be included in 
an incorporated association’s annual report. Because of the exploratory nature of this study, and in common 
with other disclosure papers (see for example, Smith and Coy, 1999; Banks and Nelson, 1994; Ryan, 
Stanley and Nelson, 2002), this paper does not differentiate between mandated and voluntary disclosures. 
 
Selection of cases 
 
The choice of cases for this study is not random. The four nonprofit organisations chosen have been 
selected because they provide examples of organisations from different sub-sectors of the nonprofit sector, 
different forms of incorporation3 and because they each have different combinations of reliance on sources 
of income. Because the selection of these cases is not representative of the sector, the external validity of 
the study will be compromised. However, because the choice of cases was made to give as wide a spread of 
organisations as possible, the internal validity of the study will be enhanced. Details of each of these cases 
are presented in Table 1. 
 
Organisation A is a relatively large nonprofit organisation incorporated as a Company Limited by 
Guarantee that provides a range of services for people with intellectual disabilities. Annual revenue in the 
financial year 2001 is in excess of $10 million. Its sources of funds are predominantly sales of products 
produced as a bi-product of employment services for people with disabilities (45.7%) and state and federal 
government subsidies (51.4%). It has relatively little fundraising income with donations and other 
fundraising revenue totalling just 1.5% of the total revenue. 
 
Organisation B is a small nonprofit organisation, an incorporated association which provides support, 
education and advocacy services to victims of crime. Gross revenue in the financial year for 2001 is 
between $100,000 and $200,000 with 94.7% coming from government grants and 5% from fundraising 
income. 
 
Organisation C is also a small nonprofit organisation, an incorporated association involved in the provision 
of advocacy services for people with disabilities. It receives 79.1% of its total revenue of between $400,000 
and $500,000 from government grants and 19.3% of its income from the sale of services. It receives just 
0.3% of its revenue from fundraising. 
 
Organisation D is a large health services and research nonprofit organisation incorporated as a Company 
Limited by Guarantee. In the financial year 2001 it received 62.6% of its total revenue of between $4 
million and $5 million from fundraising activities, 23.3% from government subsidies and 6.7% from sales 
of product and services. 
 
Table 1. Analysis of four case study organisations 
Organisation 
Code 
 
 
 
Form of 
Incorporation 
Sub Sector  
 
 
Donations & 
Fundraising 
% Sources of 
Funds¹ 
 
Government 
Funding 
 
 
 
Sales  
& Fees 
A Company Limited 
By Guarantee 
 
Disability 
Support Services 
1.5% 51.4% 45.7% 
B Incorporated 
Association 
 
Victims of Crime 5.0% 94.7% Nil% 
C Incorporated 
Association 
 
Advocacy 
Services 
0.3% 79.1% 19.3% 
D Company Limited 
By Guarantee 
 
Health & 
Research 
62.6% 23.3% 6.7% 
1 Source: Analysis of financial statements of each organisation – percentages do no add to 100% as interest and other 
income not included 
 
 
 
Data Analysis 
 
Latent Text Analysis 
The approach to coding for latent text analysis is similar to the approach widely used by social scientists in 
the coding of interview transcripts and extends text analysis to an interpretive reading of the symbolism 
underlying the physical data (Berg, 1989). Latent coding therefore focuses on the underlying implicit 
meaning in the text. As a consequence of this interpretive function, the accuracy of the identification of the 
“themes, moods, attitudes and philosophies” that are latent in the text ‘depend on the coder’s knowledge of 
language and social meaning’ (Neuman,2000: 296). 
 
To partially overcome the basis of this inherent criticism, strict procedures for data handling are put in 
place to reduce the margin for inter-coder error. 
 
 One model for such a procedure described by Strauss consists of three passes at the data – “open coding”, 
“axial coding” and “selective coding” (Strauss, 1987; Neuman, 2000).  
 
In this research ‘open coding’ is first used to create a list of types of voluntary accountability disclosures. 
At this stage, no attempt has been made to categorise the data. In a second pass of the data, “axial coding” 
is used to group the disclosures identified into groups based on causes, consequences, conditions and 
interactions, strategies and processes and clusters of themes. Finally, ‘selective coding’ is used to reduce 
the list generated to five broad accountability themes. These themes have been developed from the 
literature on the accountability of nonprofit organisations and are generally regarded as a comprehensive 
list of the different types of nonprofit accountabilities. 
 
The five themes are ‘governance’ accountability which is based on the principal (with authority) and agent 
(with a contractual obligation) analysis (Alchian and Demsetz, 1972; Thynne and Goldring, 1987; Mulgan, 
2001). This type of accountability tends to focus on accounting to funders and donors, stewardship and risk 
management. The second type of accountability is ‘accountability for effectiveness’ or ‘accountability for 
service efforts and accomplishments’ based on measures of outputs or outcomes of the activities of the 
nonprofit organisation (Parker and Case, 1993; Auditor General of Canada, 1997; Forbes, 1998; Auditor 
General of Western Australia, 2001; Kaplan, 2001; Campbell, 2002). The third type of accountability is 
‘accountability for the efficient use of resources’ or ‘economic’ or ‘allocative efficiency’ (Rose-Ackerman, 
1986; Ben-ner and Gui,1991; Doern, 1993; Young and Steinberg, 1995; Hayes, 1993; and Foster et al, 
2001). The fourth type of accountability is ‘professional’ accountability and professional standards 
(Fowles, 1993; Schwartz,2001). The final type of accountability is ‘personal’ accountability or adherence 
to/identification with the culture, philosophy and values of the organisation (Jeavons, 1993; De Cremer et 
al, 2001). 
 
Finally, the disclosures that have been matched with the five themes were used in the manifest coding 
phase to measure the space allocation for each of the disclosure types.  
 
Manifest Text Analysis 
Various measures of manifest content are possible including frequency of appearance (supply a numerical 
count of incidences), direction (a value on a continuum such as positive to negative) or space (a measure of 
frequency relative to the whole) (Neuman, 2000). The choice of the appropriate and most reliable unit of 
measurement in manifest text analysis is a controversial subject amongst researchers. Unerman (2000) 
examined the twenty-five previously published studies on the corporate social and environmental 
disclosures and found that nineteen had used measurement of space allocated to types of disclosure. Of the 
nineteen, five had used words as the unit of measurement, three used the number of sentences, two used the 
number of pages and nine had used the percentage of the pages in the annual report as the unit of measure 
(Unerman, 2000). 
 
In an analysis of social disclosures in for-profit annual reports, Panchapakesan and McKinnon (1992) found 
that there was a strong correlation between the number of words and the area of words and photographs, 
indicating that both word count methods and measures of space yield similar results. Similar comparative 
studies by Hackston and Milne (1996) found that although their results were quantitatively different when 
units of measure were changed from sentences to words to pages, the relative results between categories 
remained constant. 
 
This study has adopted as the unit of measurement the method used by both Gray, et al (1995) and 
Unerman (2000) where space allocated to each of the five categories of disclosure identified by the latent 
text analysis was measured using an interrogation instrument. This instrument was a grid with twenty five 
rows of equal height and four columns of equal width laid across each page. Volume was counted as the 
number of cells on the grid taken up by a type of disclosure. Adjustments were made for blank parts of 
pages, each disclosure having first been identified and coded before it was measured. 
 
Prior research has used either latent text analysis or manifest text analysis when examining the content 
of private sector or public sector annual reports. This paper seeks to extract the best of both methods by 
using a combination of both methods. It is argued that a clearer interrogation of the main theme of the 
paper is obtained through this method. 
 
Discussion and Findings 
 
The results of the manifest text analysis are shown in Table 2. 
 
The manifest text analysis reveals that each of the four Case Study organisations allocated space in their 
annual reports differently. The most significant result is the overwhelming predominance of ‘governance’ 
and ‘service efforts and accomplishments’ disclosures. ‘Economic’ disclosures, ‘professional’ disclosures 
and ‘personal’ disclosures were only marginally important to organisation D. 
 
In relation to the major disclosures, organisations A and D, both incorporated as companies limited by 
guarantee, were similar (82% and 77%) in their space allocation with ‘governance type’ disclosures 
dominating. Given the extent of the mandatory disclosures under the Corporations Act, and particularly the 
more extensive financial reporting requirements of public companies, this may not be an unexpected result. 
However, as later analysis will reveal, other factors also drive this result. 
 
Table 2. Percentage of space allocated in annual report by disclosure category 
 
Disclosure Category 
Case Study Organisations A B C D 
Type G  
 
 0 61 52 79 
Type S  
 
 18 39 48 17 
Type E  
 
 0 0 0 4 
Type P  
 
 0 0 0 1 
Type I  
 
 0 0 0 1 
Key 
Type G = Governance-related disclosures 
Type S = Service efforts and accomplishments disclosures 
Type E = Economic disclosures that refer to efficiency and effectiveness measures 
Type P = Professional standards and recognition disclosures 
Type I = Personal commitment of leadership and staff to the mission, values and philosophies of the organisation disclosures 
 
 
The allocation of space in the annual reports of the two nonprofit organisations incorporated as 
Incorporated Associations (organisations B and C) reveals a greater share of space to ‘service efforts and 
accomplishments’ (39% and 48% compared to 18% and 30% in the A and D reports). Again, method of 
incorporation may not be driving this result, but these organisations show split loyalties signalling to key 
stakeholders the organisations’ commitments to the values and philosophies of the respective organisations, 
whilst being mindful of the need to ensure their reports reflect their accountabilities to their state 
government funders. 
 
The broad insights from this manifest analysis are now taken further by examining the data obtained from 
the latent text analysis – that is, the analysis of the broad themes contained in each report. 
 
Case Study A 
Case Study A’s annual report provides a rich source of information about the organisation, its philosophies, 
its views about its strategic directions and its performance. The main theme evident is the corporate focus 
of the organisation. This can be seen in three ways: first by the use of minimalist responses to mandated 
disclosures; second by the language used; and third by the manner in which service efforts and 
accomplishments are reported. 
 
A minimalist approach to mandated disclosures suggests that the preparers of the report perceive that is 
closure of too much information may not be in the interests of the entity. For example, the statement is 
made that “Likely developments in the operations of the company and the expected future results of those 
operations have not been included in this report as the Directors believe on reasonable grounds, that the 
inclusion of such information would be likely to result in unreasonable prejudice to the entity.” 
 
Second, the choice of language in the report suggests that management perceives that a corporate focus 
rather than a client focus is more acceptable to the Commonwealth Government, the major funder of 
disability employment services and currently this organisation’s major provider of funds. Statements such 
as “to ensure the professional image and reputation of the company”, “everyone in the company has a role 
to play in quality assurance”, and “the company must place itself in a position itself to take advantage of 
opportunities arising from the Commonwealth Government’s welfare reform” reinforce the business ethos 
of the organisation. 
 
Finally, the reporting on ‘service efforts and accomplishments’, also takes a corporate tone. Measures of 
efficiency and effectiveness commonly used in the corporate world have been adopted. This is evidenced 
by disclosures that Quality Management Systems using the ISO 9000 series of international quality 
standards are employed and statements such as the fact that “the Commonwealth and State Disability 
Services Standards have been integrated into our Quality Management System”. Moreover, evaluation of 
services by a leading private sector organisation (KPMG) also reflects the use of a commercial business 
systems analysis approach to quality assessment. The modelling of this organisation on established private 
sector practices in an attempt to gain legitimacy is clearly evident. 
 
While these disclosures evidence mimetic isomorphism, normative isomorphism is also evident through the 
adoption of the organisation of practices and policies of organisations that are deemed to be legitimate and 
successful. A nonprofit organisation might be expected to have a strong emphasis on client outcomes. 
However, an organisation modelling and indeed internalising those shared beliefs and values of a private 
sector organisation might not be expected to do so. This report contains no disclosures on client outcomes. 
Moreover, statements referring to the difficulty in recruiting ‘employees’ for the organisation’s industries, 
rather than perceiving the shortage of clients needing their services, may reflect a management value and 
belief system more in tune with a private sector philosophy. These conclusions seem to be reinforced by 
disclosures that the organisation does not use volunteers. 
 
The disclosures suggest that this organisation believes that its best interests are served by adopting a more 
corporate or business position to support its transition from a traditional community services provider of 
employment and accommodation services for people with disabilities to a more commercial business 
model. The evidence suggests that ‘the company’ believes that they are more likely to attract the resources 
they need from ‘business customers’ and from a federal government that is moving to a fee-for-placement 
contract environment. The level of community involvement in the governance of the organisation appears 
to be limited. 
 
Case Study B 
This organisation is an incorporated association which, until recently obtained its resources from donations. 
In the year prior to the reporting year, the organisation entered into a service agreement with a government 
department. There are two main themes evident in their disclosures. The first is the culture of mutual 
support in the organisation which is the traditional stance for a nonprofit organisation of this kind. This 
culture is reflected in statements such as “When someone you love is [victim of crime], your whole world 
is turned upside down. It is a unique kind of grief that people feel others can not possibly understand” and 
“sadly our support group continues to grow each year and it is with utmost compassion that we welcome 
our new members”. 
 
The second theme is the increasing professionalisation of the organisation required by the newly acquired 
government funding. The report contains evidence of the influence of state government funding, with 
several examples of the language of typical state government funding agreement conditions such as an 
emphasis on measuring outputs and reporting on rural and regional activities. For example, “Education and 
Training hours have remained constant with the number of occasions [of service] fluctuating” and 
“provision of support for families in regional and remote area of Queensland”. These statements provide 
evidence of legitimising behaviour through the borrowing of the language and constructs of accountability 
used in the public sector. 
 
There is also evidence of conflicting perceptions between those who reflect the self-help origins of the 
organisation and the professional staff newly employed to manage the services provided by the 
organisation. Statements such as “sadly our support group continues to grow each year” in the President’s 
Report and reports of outputs such as - “Support meeting attendance in North Queensland has increased by 
over 15% from last year with three months to go in this year’s service agreement” suggest very different 
constructs. 
 
The analysis of Case Study B suggests that this organisation is making a transition from a self-help, 
voluntary organisation to a professionalised community service provider for victims of crime. The 
disclosures in the annual report suggest that there is some tension between the self-help traditions of the 
organisation and the increasingly professionalised nature of the services of the organisation made possible 
by government funding. The organisation’s responses to be accountable to the service users in terms of the 
narrative style of the self-help tradition is being modified by the language of the accountabilities required 
by the government funding agreements. 
 
Case Study C 
Case Study C is an incorporated association that receives the bulk of its funds from government funding 
with a small percentage from sales and fees. There are three main themes evident in the annual report 
disclosures: the internal focus of the organisation; the language of state government funding agreements; 
and some evidence of antipathy towards the accountability mechanisms required by their state government 
funding agency.  
 
The internal or staff focus is evidenced in many of the narrative reports. Examples include statements such 
as “To be effective change agents, even we ourselves at [organisation] must change and be appropriately 
prepared to take on new challenges. Further examples, “...I find these occasions [executive/staff meetings] 
inspirational because the camaraderie that radiates from these gatherings is very comfortable and 
gratifying” and “The organisation is very strong in promoting its purpose to... challenge ideas and practices 
which limit the lives of people with disabilities, and inspire and encourage individuals and organisations to 
pursue better lives for people with disabilities”. The staff focus is further illustrated by the disclosure that 
“The Committee has resolved to pay 13 weeks leave on completion of 10 years service with a pro-rata 
entitlement after 5 years. In the circumstances half provision will be made for employees after 3 years”. 
 
Evidence for the influence of the government funding agreements comes in the form of the language used 
in government output measures. Statements such as “[T]here were a total of 1,117 registrations at 
[organisation’s] training events in this past financial year” and “over 110 people used the library during the 
year …[and] three editions of [publication name] were published and distributed to approximately 1700 
readers during the period” clearly reflect the kinds of quantitative data needed to acquit accountabilities to 
government funding agencies. 
 
There is some evidence of antipathy towards the accountability mechanisms required by the state 
government funding. Statements such as “In many respects [organisation] believes that the pace of change 
and complexity of the issues has overreached the capacity of the field to influence and manage the change 
that confronts us” indicate a realisation that although they are prepared to ‘play the game’ of government 
funding, their philosophical stance is at odds with the current measures of accountability contained in their 
funding agreements. 
 
As a further observation, there were no disclosures in the report that suggested any attempt to measure the 
effectiveness or efficiency of the organisation in achieving its stated ‘purpose’ and, although the 
organisation obtains almost 20% of its resources from sales of its services, there are no references to 
measures of performance such as levels of satisfaction, or complaint rates. 
 
This case provides an interesting comparison to Case Study B. Both organisations receive the bulk of their 
funding from government sources and it might be therefore expected that their disclosures are relatively 
comparable. Case Study B’s disclosures do exhibit the growing influence of government funding 
agreements. However, Case Study C’s disclosures are explained more by the nature of their activities than 
the source of their funding. An advocacy agency derives its legitimacy from its independence and its ability 
to take a critical position on policy. This critical stance is reflected in the language of the report and is 
reflective of their need to seek legitimacy amongst advocacy organisations by displaying independence. 
Normative isomorphism is evident. 
 
Case Study D 
The disclosures in the annual report of Case Study D reflect the fact that the majority of its funding is from 
donations and fundraising rather than from government. The main theme evident from the voluntary 
disclosures in the report is a strong commitment to measuring performance using a range of measures of 
accountability drawn from the commercial world and from government. 
 
Evidence for the theme is provided by the extensive provision of tabulated data of quantitative measures 
including eleven year financial performance comparisons, occasions of service by type of service, staff 
turnover rates, numbers of donors, and sixteen other measures of inputs and outputs. The report also 
contains a range of innovative voluntary disclosures including a “Vulnerability Index” which measures the 
extent to which the organisation relies on any one source of funds. A “Charitable Commitment Index” 
measures the proportion of all revenue to total funds spent on the direct delivery of services. Tables which 
attempt to benchmark various quantitative measures of performance against other nonprofit organisations 
in the same or similar field are included. There are also disclosures of the distribution of both human and 
financial resources between the five client services divisions of the organisation, and performance against 
broad strategic targets (for example “Target 4 – 25% of services be for new needs – A comparison of 
performance on this measure is not readily available, however we are working to develop such a measure 
and will report results within 12 months.”) The tone of the report is consistent with the mimicking 
behaviour expected of an organisation displaying corporate behaviours to its audience whilst at the same 
time being mindful of the prevailing measures of accountability in the public sector.  
 
There are no disclosures that reveal any attempt to measure outcomes for the client group served by the 
organisation, although several ‘proxies’ for such measurements are included – for example numbers of 
complaints from service users, availability of services for those who live in regional and remote locations, 
ethnic and cultural diversity amongst service users, and rates of actual access to services offered compared 
with the total number of persons in New South Wales assessed to suffer from [medical condition]. 
 
Case Study D provides an example of an organisation that appears to have placed a high value on 
positioning itself as a model of accountability. The report provides examples of many of the technologies 
of accountability that have been developed in both the corporate sector and by government agencies and 
probably is intended to ‘signal’ to its stakeholders and to those with whom it would seek to legitimise itself, 
that it wishes to be perceived as expert and competent. Despite this ‘display’ it is of interest to note that 
there are no outcome measures, disclosure of participation by members, service users, volunteers (other 
than fundraising volunteers) or donors in the affairs of the organisation. The level of community 
participation appears low. 
 
In summary, each of the case studies provides evidence to support the view that in the absence of 
mandatory reporting guidelines, some nonprofit organisations are voluntarily responding to the need to be 
accountable by making disclosures in their annual reports that seek to legitimise themselves with their 
influential stakeholders. They adopt the dominant ‘technologies of accountability’ that are adapted from 
the for-profit or business world and those that have been developed in government. 
 
Conclusions 
 
This paper has used institutional theory to investigate the disclosures in annual reports of nonprofit  
organisations. The results are consistent with the expectations of institutional theory that posits that there 
are a multiplicity of forces upon organisations that drive their particular policies and practices. While 
organisations respond to the political and social forces of their stakeholders in their adopted annual 
reporting policies, practices and routines, there is evidence of cross-sectional variation in the content in 
annual reports. Specifically, from an empirical view, although only exploratory, this paper has found 
evidence to support the contention that in regard to accountabilities, nonprofit organisations are being 
‘pulled’ in many directions. What they tend to do is to provide content in their annual reports which 
‘marries up’ with the accountability horizon of their influential stakeholders. 
 
The findings should be of interest to regulators who are currently considering the contents of reports and 
returns to regulatory authorities and the efficacy of adding narrative reports to the mandatory annual 
financial returns. The adoption of a “one size fits all” mechanism, or indeed the adoption of a mechanism 
based on the type of incorporation for the content of an annual report may not be a suitable focus.  
 
The paper has limitations in its limited empirical base. However, these provide opportunities for future 
research. A project that listed a larger sample and mapped the content of annual reports in terms of the 
accountabilities discharged may provide further support for the conclusions of this paper. 
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Endnotes 
1 DiMaggio and Powell (1983) labelled the three processes, coercive, mimetic and normative isomorphism. Similarly, 
Scott (1995) recognised these factors and labelled them as the regulative, cognitive and normative pillars of institutions 
respectively. Covaleski and Dirsmith (1988) also identified the coercive, mimetic and normative forces of institutions. 
This paper will adopt DiMaggio and Powell’s (1983) nomenclature. 
2 While there are voluntary codes of practice in NSW, South Australia and Western Australia, that govern disclosures in 
financial and annual reports, there are no such codes of practice that impact on the sample entities. The relevant tax law 
does not impose any mandated disclosures in the annual reports or financial returns of registered Income Tax Exempt 
Charities or Deductible Gift Recipients (Australian Tax Office (2000). State and territory governments regulate 
nonprofit fundraising organisations through the provisions of the various “Charitable Fundraising Acts” in each 
jurisdiction. However, there are no mandated non-financial disclosures in the annual returns required under 
these pieces of legislation. 
3 Two are incorporated as companies limited by guarantee and two as incorporated associations. 
 
